Abstract
Introduction
1 Accounts receivable is the money owed to the company as a result of having sold its products to customers on credit (Kontus, 2013) . When goods and services are sold under an agreement permitting the customer to pay for them at a later date, the amount due from the customer is recorded as accounts receivables (Joy, 1978) ; Receivables are asset in accounts representing amounts owed to the firm as a result of the credit sale of goods and services in the ordinary course of business. According to Maksimovic and Demirguc (2001) Accounts receivable constitute 25% of working capital and therefore care should be taken in their management. Accounts Receivable management includes establishing a credit and collection policy. Credit policy consists of four variables namely credit period, discount given for early payment, credit standards and collection policy. The three primary issues in Accounts Receivable management are to whom credit should be extended, the terms of the credit and the procedure that should be used to collect the money (Kontus, 2013 Liquidity and profitability are the two important measures of financial performance. Liquidity measures the ability of a company to honor and meet all its maturing obligations. Profitability is the rate of return on company's investment (Panwala, 2009) . All this can be attained by better management of accounts receivable. The efficient management of accounts receivable ensures the survival, liquidity, solvency and profitability of a business organization (Ansah, 2011 ). An organization which practices proper management of accounts receivable would be liquid and would be able to meet its short term obligation as they arise.
Nzoia Water Services Company bills its customers on credit and it takes four to five weeks to distribute invoices to customers and six to eight weeks to claim its money. According to Pandey (2008) , average collection period determines the speed of payment by customers and delayed payment is a potential ground for bad debts which have a negative effect on a firm's financial performance. According to WASREB (2011) the debtors' days ratio indicates how quickly cash is being collected from debtors. The debtors conversion period in days for WSP range from 200 to 250 days (WASREB, 2011).
Accounts receivable is of importance to any organization which had to attain its objective of profit maximization. Companies that were able to manage their accounts receivable well would not need to borrow funds from outside and can be able to sustain themselves.
According to Backman (1962) , trade receivables relate to selling of goods and services on credit. It needs efficient management since there are risks, related to the future and has greater economic value. Risks faced are in terms of default in the future since the amount is collectable at future date and economic value since there is exchange of goods at monetary value. Trade receivable is considered the third class of assets after plant, property and equipment and inventory and second in class in terms of current assets after inventory. In terms of working capital management, it is considered critical after cash and inventory. Efficient credit policy should be instituted by firms to boost profitability and liquidity levels. For a firm to achieve maximum management of trade receivables, it needs to consider the following factors:-volume in terms of credit trade, pattern of payment by customers, practices and policies in place for management of credit sales, collection policies and terms and conditions for granting credit.
To remain profitable, businesses must ensure proper management of their accounts receivable to avoid finding their liquidity under considerable strain and to remain profitable (Foulks, 2005) . Receivables are large investments in firm assets which are like capital budgeting projects measured in terms of their net present value. Receivables stimulate sales because it allows customers to assess product quality before paying but on the other hand, debtors involve funds which are an opportunity costs. Extending credit to customers is a decision based on the credit management and policy of a firm. Granting credit exists to facilitate sales. Al-Mwala (2012) stated that sales are pointless without due payment and therefore the sales and accounts receivable functions must work together to achieve the objective of sales maximization within minimum length of time. Obida and Owolabi (2012) noted that credit sales are signs that a firm is able to maximize its sales and improve its financial performance. An increase in the level of accounts receivables in a firm increases both the net working capital and the cost of holding and managing accounts receivable and both lead to a decrease in the value of the firm. Firms who pursue an increase in the accounts receivable to an optimal level increase their profitability resulting from the increased sales and market share.
As stated by Gitau, Nyangweno, Mwencha, & Onchagwa (2014) the purpose of credit control was to ensure that trade debts are recovered early enough before they become uncollectible and a loss to the business.
There are six C's of credit which credit managers should consider when extending credit: character, capacity capital, collateral, condition and contribution as stated by (Kilonzo, Memba, & Njeru, 2016) . They further assert that the six C's helps firms to decrease their default rate as they get to know their customers. Information on the C's can be obtained from several sources including the firm's prior experience with the customers, financial statements from previous years and credit reporting''. Credit standards refer to the required financial strength of acceptable credit customers. Based on financial analysis and non -financial data, the credit analyst can determine whether each credit applicant exceeds the credit standard and thus qualifies for credit. Lower credit standards boost sales, but also increase bad debts. The minimum standards to check before a customer is extended credit are: character, capital, capacity, conditions and collateral. The credit period, stipulating how long from the invoice the customer has to pay, and the cash discount together comprise the seller's credit terms. A company's credit terms are usually very similar to that of other companies in its industry.
Collection policy is measured by its toughness or laxity in attempting to collect on slow-paying accounts. A tough policy may speed up collections, by it might also anger customers, causing them to take their business elsewhere. In WSP factoring is not common because of fear of losing customers and eventually sales.
Gill, Bigger and Atnur (2010) States that the main objective of accounts receivable is to reach an optimal balance between cash flow management components. Cash flow management is the process of planning and controlling cash flow both into and out of a business, that is, cash flows within the business and cash balances held by a business at a point in time (Samilogu, 2008) . Efficient accounts receivable management affords a firm to improve on its profitability by reducing the transaction costs of rising funds in case of liquidity crisis (Ahmet and Emin, 2012).
Statement of the research problem
According to Water service regulatory board (2011) the debtors' conversion period in days for Water Service Providers range from 200 to 250 days. The average debtor days in 2011 assessment were 220 days. There was an improvement across the board with the average debtor days at 188 days. The average debtor days are however still far from the industry accepted norm of 45 to 60 days (WASREB and WSP, 2015).This shows a longer period of Accounts Receivable collection revealing a poor management of Accounts Receivable in these WSP. Nzoia water Service Company was rated as BB Company and therefore had a 250 days debtors conversion period. The longer debtors conversion period indicates that the company would be illiquid and not able to meet its obligation and operation expenses as they arise.
Accounts receivables management is important to the financial performance of an organization. NZOWASCO is not able to access capital from NSE since it's not listed and it does get little funds from the government and WSB. This shows the limitation of financing from the capital market and short-term bank loans to finance their operations. Their financial sustainability and performance depends on proper management of accounts receivable which was their sole revenue source.
The water services sector had for long suffered from poor financial performance. These are problems attributed to poor working capital management measures. There was also an issue of no financial sustainability due to a combination of low tariffs, poor accounts receivable and inefficient billing and collection practices (Schwartz, 2007) . The research question was therefore ''is the poor financial performance attributed to the poor Accounts Receivable management? ''
Prior to the enactment of Water Act 2002, water management was undertaken by the District Water Officers and Municipalities. Netherlands Development Organization (2009) in its report noted that: "Many of these Water Service Providers were not sufficiently professional or commercially oriented, leading to poor financial performance and lack of sustainability.
From the foregoing it was clear that accounts receivable plays a bigger role in the financial performance of WSP who do not access any funds from capital markets. Hence the study seeks to find out the effect of Average Collection Period (ACP) on financial performance of Nzoia water Services Company.
Objective of the study
To examine the effect of Average Collection Period (ACP) on the financial performance of Nzoia Water Services Company
Hypothesis
H 01 : There is no significant relationship between Average Collection Period and financial performance of NZOWASCO.
Significance of the study
The study would be of importance to policy makers who make decision regarding account receivable in water sector particularly NZOWASCO and other water companies. It would act as a theoretical review and reference point for academicians undertaking related studies. This finding would help to develop an understanding of best practices in the accounts receivable management and financial practices and techniques of managing accounts receivable. The study would reveal best accounts receivable management Strategies, policies, practice and techniques for NZOWASCO and other water companies.
Scope of study
The study was carried in Nzoia Water Services Company which is situated in Webuye as its head office and covering two counties of Bungoma and Trans Nzoia. Nzoia Water services Company had four region that is Kitale, Bungoma,Webuye and Kimilili regions. NZOWASCO is under LVNWSB. The study obtained secondary data for a period of five years spanning from 2012-2016 by data sheet administered to KENAO and commercial department at head office and was analyzed using by inferential and descriptive statistical methods to find if there was relationship between accounts receivable management and financial performance.
Literature Review

Theoretical review 2.2 Price Discrimination theory
Price discrimination is an act of billing the same product to different clients with different prices, even when the costs of supplying them are same. This practice was mostly observed by monopolists as they exploit their leading power for discrimination. NZOWASCO practice this theory by classifying their customers into categories of domestic consumers, Schools and institutions, Commercial and Government of which they bill them differently for same water provision.
Price discrimination occurs when a firm sells two identical units of a good or offers the same homogenous service at different prices either to two different customers or to the same customer (Miravete, 2005) . It was only possible if the seller provides similar products, charges different prices at different markets.
Effect of Average Collection Period on Profitability of the Firm
A study conducted by Mbula, Memba and Njeru (2016) on effect of accounts receivable on financial performance of firms funded by government venture capital in Kenya shows that there was a positive relationship between accounts receivables and financial performance of firms funded by government venture capital in Kenya.
A study conducted by Ikechukwu and Nwakaego (2015) on effect of accounts receivable management on profitability of Building Material/Chemicals and paint companies in Nigeria found out that accounts receivable had positive and significant effect on profitability, while debt ratio and sales growth rate had negative and nonsignificant effect on the profitability of Building Material/Chemicals and paint companies listed in Nigeria stock exchange.
Lazaridis and Tryfonidis (2006) found a negative relationship between number of day's accounts receivables and profitability measured by gross operating profit. This negative result demonstrated that companies can increase their profitability by decreasing credit term giving to their customers. Deloof (2003) found a significant negative relationship between the average number of days accounts receivable and gross operating income as a measure of profitability. Samiloglu and Demirgunes (2008) conducted a study to examine the effect of working capital management on company profitability of listed manufacturing companies in Istanbul Stock Exchange for the period from 1998 to 2007. Cash conversion cycle, accounts receivable period and inventory period were used to measure the effects of working capital management; return on assets was used as a profitability measure. Results from regression analysis show that profitability had a significant negative relation with accounts receivable period.
Raheman and Nasr (2007) results reported that profitability had significant negative relationship with accounts receivable as a measure of liquidity. Furthermore, there was a negative relationship between average collection period and profitability found by (Alipour, 2011) .
Mubashir (2012) did a study on determinants of accounts receivable and accounts payable management policies in Pakistan textile sector, the researcher found that accounts receivable were affected by the firms incentive to use credit as a means of price discrimination and a level of internal financing. The study also observed that the size of the firm also affected the level of accounts receivable that a firm maintains.
Ramchandran, and Janakiraman (2009) analyzed the relationship between working efficiency and earnings before interest and tax of the paper Industry in Indian. The study revealed that cash conversion cycle and inventory days had negative correlation with earnings before interest and tax, while accounts payable days and accounts receivable days related positively with earnings before interest and tax.
Research studied by Deloof (2003) Mathuva (2010) in his study on the influence of working capital management on corporate profitability found that there exists a highly significant negative relationship between the time it takes for firms to collect cash from their customers and profitability Samiloglu and Demirgunes (2008) analyzed the effect of working capital management on firm profitability in Turkey for a period of 1998-2007. Empirical results showed that, accounts receivables period, inventory turnover period and leverage significantly and negatively affected profitability. They also proved that cash conversion cycle, size and fixed financial assets had no statistically significant effect on profitability A study conducted by Makori (2013) on Working Capital Management and Firm Profitability on Manufacturing and Construction Firms Listed on Nairobi Securities Exchange in Kenya, the study found out existence of negative correlation between Return on Assets and the firms average collection period and cash conversion cycle. The result suggest that managers can create value for their shareholders by reducing the number of day's accounts receivable and increasing the accounts payment period and inventories to a reasonable maximum.
García-Teruel and Martínez-Solano (2007 examined effects of working capital management on profitability of 8,872 small and medium enterprises (SMEs) in Spain for the period from 1996 to 2002. The return on assets (ROA) was used as a measure of profitability, and the number of days accounts receivable, number of days inventories, number of days accounts payable and cash conversion cycle are used to measure working capital management. The correlation matrixes demonstrates that the return on assets had the significant negative relationship with number of day's accounts receivable.
Methodology
Explanatory study design was adopted for the sudy. The target population of the study was 48 employees in charge of AR in four regions of NZOWASCO Kitale, Bungoma, Webuye and Kimilili. The study employed a census method where all 48 employees in charge of accounts were considered. Descriptive statistics and inferential statistics were used. The financial performance of Nzoia Water Services Company was measured in terms of average collection period The results in Table 1 shows the financial performance statistics of all the studied variables where the information about number of observation, mean, its dispersion as well as variability in the data was provided.
Findings and Results
From the findings the mean of average collection period was (309.90 days) and maximum number of days being (455 days) while minimum number of days was (125 days) the standard deviation among the regions was 74.646 which indicated a wide variation in the number of days in average collection period among the regions The results in Table 2 show the correlation analysis among the firms 'financial performance variables. Table 3 Provides the R and R2 values which represent the data correlation. The (R Squared) indicates that the coefficient of determination (R squared) was 0.054 which implies that 5.4% of the changes in ROE is explained by the ACP variable while the other 94.5%% of the variation is explained by other factors. The hypotheses formulated for this study were tested in this section using the t-values produced by the SPSS output shown in table 4. The level of significance for the study is 5% (two-tailed test) . Therefore, the critical value for t is ±1.96. The decision rule for this test is to accept (or reject) the null hypothesis if the critical value is greater (or less) than the calculated t value shown in the SPSS output of table 4.The hypotheses are tested in this as follows:
H 01 : There is no significant relationship between Average Collection Period and financial performance of NZOWASCO Table 4 Provides results for the testing of this null hypothesis (Ho1) above. The result shows that the calculated value of t for ACP is 1.026. Therefore, the critical value (1.96) is greater than the calculated value of t for ACP as shown in table 4. Thus, the null hypothesis is accepted and it is concluded that the profitability of NZOWASCO is not significantly influenced by ACP. This position is confirmed when the level of significance for this study (0.05) is compared with the significant level (sig) of ACP (0.324) as shown in table 4
Summary, Conclusion and Recommendations
The first objective of the study was to determine the effect of average collection period on the financial performance of Nzoia water Services company. The study reveals that ACP is not a significant determinant of ROE. Findings revealed that ACP was negatively and insignificantly associated with ROE (r = -0.232; ρ > 0.324) indicating 23.20% negative relationship with profitability. Correlation tests and panel data analysis through the fixed effects model revealed that there was no association between ACP and ROE. It would be expected that companies with less ACP would be efficient in cash conversion and hence be more profitable.
Average collection period was found to be statistically insignificant and had negative relationship with (profitability) return on equity, indicating that if time period of average collection period is reduced then overall financial performance in liquidity of Nzoia Water services Company improves.
The study found out that accounts receivables have an insignificant effect on the (profitability) return on Equity of Nzoia water Services Company. Accounts receivables is therefore used as source of financing, to boost sales and growth. Firms should institute proper accounts receivables policies to control its level of sales on credit since it is classified as the second level of current assets.
Recommendations
The study recommended that Nzoia Water services Company should reduce its average collection period in order to improve their financial performance. In order to improve their financial performance there is need to reduce the average collection period currently present.
From the results of the study, it was recommended that the management of NZ0WASCO should put in place a very vibrant credit policy so as to help avoid poor account receivables. The monitoring and collections team should also be empowered and well equipped to enable them carry out their responsibility of recovering the debts for the company. Management of NZOWASCO should also be given targets to meet when it comes to account receivables in particular and employees should be awarded or sanctioned appropriately when they fail to achieve their targets. NZOWASCO should also introduce the prepaid system in their operations to reduce the number of account receivables they usually incur from their customers.
